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The Psychology of Marketing Strategy 


by M. S. HEIDINGSFIELD and FRANK H. EBY, JR.* 


Psychology has come to play a major 
role in persuading consumers to buy, and 
it is imperative that the businessman 
understand its applications to the 
marketing function. Some of the com- 
monly accepted fundamentals of the 
behaviorial sciences as they apply to 
one phase of marketing are set forth in 
this article. 


THE actual marketing operation in 
business today is divided into two areas. 
One deals with the physical distribution 
of goods, the other, with the application 
of the behavioral sciences. The ultimate 
goal of the latter is to persuade someone 
to purchase a product or service. 


The marketing manager in business 
today must become completely aware of 
the psychological principles which are 
common to all elements of persuasion. 
Without this knowledge, marketing man- 
agers, sales managers or advertising 
managers cannot perform their functions 
with maximum effectiveness. 


Marketing strategy is the integration 
of a detailed marketing plan that effect- 
ively encompasses both the physical dis- 
tribution factors and persuasion elements. 
Therefore, it becomes apparent that one 
part of any strategic operational market- 
ing plan must include knowledge of 
basic psychology. These are elements of 
psychology which are important for the 
businessman to comprehend if he is to 
carry out that part of the marketing 
plan devoted to persuading a middleman 


*Myron S. Heidingsfield is Manager of Mar- 
ket Research of the Radio Corporation of 
America (Consumer Products). He was 
formerly Professor of Marketing and Chair- 
man of that Department of the School of 
Business and Public Administration. He is 
the co-author of two marketing texts, 
“Market and Marketing Analysis,’ and 
“Marketing.” 


Frank H. Eby, Jr., is a member of the 


marketing faculty of the Wharton School of 
Finance and Commerce of the University of 
Pennsylvania. He was formerly Market Re- 
— Director of Aldon Mills of Pennsyl- 
vania. 


or a customer to accept a product or 
service in the market place. 


UNLEARNED BEHAVIOR 
Fundamental Agreement 


Many psychologists believe that all 
human beings possess certain funda- 
mental and unlearned drives. Those most 
readily agreed upon are hunger, sex, 
rest, and self-preservation. 


Hunger, in the broad sense, may be 
described as the drive for drink, food, 
shelter, and clothing. It is evident in 
our society that the satisfaction of this 
drive is accomplished through the pur- 
chase of a variety of products and 
services. 


The biological desire to reproduce is 
universal. Obviously, in our society this 
drive is restricted and is replete with 
symbolisms which are associated with 
the courting process. 


Rest is the all-pervasive drive which 
is revealed in the common desire to sleep, 
to avoid physical and mental anguish 
and the genuine human reaction to try 
to get the most from the least effort. 


The focal point of all unlearned be- 
havior is the drive for self-preservation. 
All previously described drives cannot 
function properly unless an individual 
maintains his total existence. Therefore, 
the slaking of thirst, the eating of food, 
and the reproduction of an individual, 
along with the necessary physical rest, 
all are outcomes of the fact that an in- 
dividual seeks to preserve himself. 


These are descriptions of primary 
drives. However, these drives are un- 
differentiated and of little value to the 
seller except as a basic force. It is 
through the learning process that these 
broad drives are modified and channeled 
toward the purchase of product groups 
and specific brands. A common experi- 
ence in business is that no one drive, 
even in its modified form, is responsible 
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for a purchase; rather, a combination of 
elements actually is present. 


LEARNED BEHAVIOR 


With the vast body of knowledge which 
has been developed in psychology, it is 
necessary to stress only that material 
which would be most meaningful to the 
operational marketing man. Therefore, 
an attempt is made to provide a con- 
ceptual framework which would serve as 
a guide to him. 


Sense Receptors 


Learned behavior would be difficult to 
understand unless there were some brief 
discussion of the senses which receive 
the stimuli that normally result in mar- 
keting behavior. These are sight, hear- 
ing, smell, taste, and touch. In the 
market place, sight and hearing, the most 
important sense receptors, are often com- 
pounded by smell or touch, depending 
upon the product which is being con- 
sidered. It is quite possible that the 
stimulus to a sense receptor may be of 
a very high subtle nature. For example, 
there is no doubt in the minds of the 
authors that individuals can differentiate 
Chinese restaurants from institutional 
eating places. Such differentiation may 
influence buying behavior. 


Perception 


Selective perception is a characteristic 
of any human being because of the vast 
number of stimuli with which he is bom- 
barded; and it is influenced by the in- 
tensity, repetition, contrast and move- 
ment of the stimuli. The louder the 
sound, the brighter the light, the more 
profuse the color, the larger the dis- 
play, the greater the chance that a con- 
sumer will perceive the stimulus. 

The advantage of repetition to the 
seller is twofold. The more times a mes- 
sage is repeated, the greater is the likeli- 
hood that it will reach a large audience 
and make an impression. Moreover, 
repetition increases the consumer’s 
awareness of the stimulus. This may be 
the starting point of what the advertiser 


recognizes as the conditioning of the 
consumer to his product. Consciously or 
unconsciously, consumers become aware 
of a repeated stimulus. However, any 
change in its frequency, projection, con- 
tent, or setting may result in increased 
awareness of that stimulus. It is proba- 
bly fundamental that anything that 
moves has a greater likelihood of catch- 
ing the eye of an individual more quickly 
and effectively than a stationary object. 
All of these elements in perception are 
beautifully illustrated in the kind of 
colorful, moving electric sign that one 
finds in any major city throughout 
the United States — in which recall is 
simple to measure. As the Gestalt psy- 
chologist would say, the total impact of 
the electric sign is greater than any in- 
dividual element; and, in fact, as a result 
of the combination of the various charac- 
teristics of the sign (colorfulness, repe- 
tition, intensity), the total impact is 
substantially increased. 

An explanation of stimuli characteris- 
tics is not sufficient to explain percep- 
tion; it is complementary to the physio- 
logical status of the organ which is 
receiving such stimuli. Therefore, so- 
called internal states such as feelings, 
sentiments, moods and temperaments 
modify responses at any one time. This 
may be exemplified by the reception of 
distributors who are seeing a new product 
line for the first time at a convention 
away from home where business is inter- 
mixed with convivialty. The new prod- 
ucts (stimuli) are more easily accepted 
under this kind of situation than if they 
were presented in the austere atmos- 
phere of an office or plant. 


Association and Recall 


The foundation upon which all recall 
is based is that of association. This 


simply means that if two situations are 
experienced concurrently and at a later 
date one is experienced again, the gen- 
eral tendency will be to recall the other. 
While this is the basis of memory, it 
should be noted that the relationship be- 
tween recall and perception is extremely 
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strong. This similarity between the 
principles of perception and those of re- 
call strongly indicates that the learning 
process is a continuous and integrated 
function. 


The first principle of recall is that of 
recency. Those activities which have 
been experienced most recently are likely 
to be the ones more readily recalled, pro- 
vided other factors remain equal. How- 
ever, in actual situations this is seldom 
the case. For example, the initial im- 
pact of a recent experience may be 
visualized as falling on a graduated scale 
which reaches from a high of pleasant- 
ness through a low point of unpleasant- 
ness. This will affect the recall of a 
message despite the fact that a message 
may be at either end of the recall scale. 
There is no guarantee that an unpleasant 
message which has high recall will re- 
sult in a purchase. This is contrary to 
the belief of many advertisers that a 
high recall automatically indicates an 
effective advertisement. It may be that 
a message falling in a neutral zone which 
has little meaning to an individual may 
be less detrimental to the advertiser 
than the unpleasant one which can be 
recalled. 


Inasmuch as the principle of frequency 
is so closely related to its counterpart, 
perception, little additional may be said 
except to point out that the more fre- 
quently the same stimulus is received, 
under proper conditions, the greater the 
likelihood that it will be recalled. This 
is a principle followed by the “hard sell” 
school of advertising. 


Intensity is an element of recall, as it 
is of perception; and there are a great 
number of other concepts which are re- 
lated to these factors. One of the more 
significant ones is redintegration. This 
describes the situation in which the later 
perception of a single element of an ad- 
vertisement is sufficient to elicit the com- 
plete recall of the total advertisement. 
This is the basic reason why manufac- 
turers, retailers, and others use trade 
marks, or brand symbols. This law of 


redintegration appears to be a comple- 
ment to the Gestalt where the impact of 
a total stimulus is greater than any of 
its elements, while in redintegration a 
fragmented stimulus would provoke total 
recall. The objective of most advertis- 
ing and sales promotion is that under 
favorable conditions perception may lead 
to recall, and recall should lead to a 
purchase. Frequently, this result is 
measurable and in some cases predictable. 


Habits 


If any act is repeated often enough, 
it is probable that it will become a habit. 
The objective of the seller is to have the 
consumer buy habitually — that is, as a 
result of repeated acceptance of a com- 
modity or service, conscious thought 
gradually diminishes as a selective force. 
Once this becomes part of the purchasing 
pattern, brand loyalty may be established 
with little fear that minor variations in 
price, packaging, and quality will affect 
consumer acceptance. 

Repeated and predictable satisfaction 
from continued use of a product or serv- 
ice is a major element in maintaining an 
habitual buying pattern. In the broad 
framework of consumer psychology, this 
is called reward. However, in a dynamic 
marketing economy, individuals periodi- 
cally change brands as a result of a de- 
crease in product satisfaction. 


It has been learned that habits, even 
in their extreme individuality, are simi- 
lar enough among certain groups of peo- 
ple to afford the seller an opportunity 
for exploiting a common kind of market- 
ing strategy. In other words, a market 
is made up of segments which may be 
characterized by a configuration of socio- 
economic elements rather than by being 
erroneously described as a mass market. 

The understanding of habit as a pro- 
cess in marketing must be adjusted to 
the concept of market segmentation. In 
marketing strategy this means that the 
appeals made in one market may have a 
different emphasis from those made in 
another market. In order to appeal to 
both markets, it is necessary for the 
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seller to reconcile the differences and es- 
tablish a broader type appeal which 
would be acceptable in both markets. 
Habits are significant not only in actual 
purchase of products but also in many 
activities related to purchasing. These 
would include the type of store patron- 
ized, the kinds of newspapers and maga- 
zines read, the kinds of programs heard 
and viewed. 


Closely related to habit is the phe- 
nomenon known as the learning dilemma. 
This is an observation which indicates 
that one becomes so satisfied with a par- 
ticular experience that no attempt is 
made to improve upon it. Although it 
may look as if this is simply another way 
of saying that habits which are rewarded 
are more likely to be continued, there 
appears to be an important difference. 
The learning dilemma implies that the 
consumers who are completely satisfied 
with a product may be somewhat re- 
luctant to switch to a comparable product 
even though it may be superior in quality 
and more realistically priced. This ex- 
plains in another way brand loyalty and 
the continued resistance by the consumer 
to the acceptance of comparable, or bet- 
ter products, despite the wealth and 
extensiveness of advertising and sales 
promotion. 


Conditioning 


The ultimate goal of the seller is pre- 
sumably to strengthen the buying habit 
to a point where it becomes unthinking — 
purely mechanistic. Conditioning im- 
plies that the buying habit for a brand, 
has become so strong that no considera- 
tion is given to competing products, 
while in habit there is always the likeli- 
hood that the thinking consumer may 
consider comparable products and even 
purchase one. This may be illustrated 
by common observation of buyers in a 
supermarket where there is no apparent 
hesitation in the selection of some pack- 
age goods, breads, soaps, etc. This is 
the ideal situation for a manufacturer 
wherein he can establish this robot-like 


purchasing on the part of his customers. 
However, in practice, this does not hap- 
pen. To maintain anything like the con- 
ditioned responses among consumers 
calls for a continuing market research 
program which has inherent in _ its 
methods, the ability to predict consumer 
change which could possibly interrupt 
the conditioned responses established 
through a well conceived and executed 
marketing plan. Any loss of market in- 
telligence may result in a lost market. 
Therefore, it is recognized that a con- 
ditioned response in buying is never 
permanent but tends to be more perman- 
ent than any other form of learned be- 
havior. It behooves the marketing man- 
ager to maintain a close relationship with 
his market in order to counter competi- 
tive inroads. 


Internal Factors 


There are two basic categories of fac- 
tors which affect learned behavior, the 
environmental factors which are pri- 
marily sociological and the internal fac- 
tors which affect the psychological pro- 
cesses. 

The first of the internal factors is 
termed feeling, and it has been observed 
that learning is facilitated when the ex- 
perience is pleasant or unpleasant. Those 
experiences which have some feeling 
content are recalled more readily at a 
future time. In addition, there are what 
is known as derived feeling states such 
as joy, sorrow, euphoria and envy. Al- 
though these are merely channeled forms 
of emotions, they are of short duration 
and often difficult to identify. 


Since it is impossible to predict these 
emotions for the individuals who form a 
particular market, the only recourse that 
a marketer has is to create an atmos- 
phere which tends to make the purchase 
situation more pleasant. This can be done 
with color, display, music, layout, and 
sales personnel, with the objective of 
bringing about a pleasant, derived feel- 
ing state. 
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Sentiments 


Sentiments are similar to derived feel- 
ing states but they last longer and are 
usually directed toward specific persons, 
objects, or situations. This phenomenon 
is probably best demonstrated in the im- 
portance people attach to Christmas, 
Easter, graduation days, birthdays, wed- 
ding anniversaries, and the like. 


Temperament has been classified in a 
great many different ways. However, 
the accepted categories today are extra- 
version, intraversion, and ambiversion. 
This is probably the most nebulous psy- 
chological area which falls into the cate- 
gory of internal states. If there were a 
validated test which would quickly de- 
lineate consumers within a market, it 
would be possible to match products, 
promotion and sales appeals more 
effectively. 


Corollary to the internal states de- 
scribed above are belief and interests. 
Although these are not primarily psy- 
chological in nature, they are part of the 
personality configuration and must be 
considered in the light of individual 
behavior. 

That which is true is not necessarily 
that which is believed. Therefore, any 
written statement or personal appeal will 
not guarantee belief and ultimate ac- 
ceptance. As a matter of fact, it may 
result in a negative reaction if it con- 
tradicts a fundamental belief. This is 


well illustrated in many market studies 
which indicate that a neighbor’s recom- 
mendation for a brand is often an over- 
whelming factor in purchasing — usually 


to the exclusion of what has been said 
about the product in advertising or sales 
promotion. 

Interests are a little different kind of 
motivating force, and may be inculcated, 
stimulated, and exploited in the market 
place. High channeled interests have 
resulted in such special markets as those 
composed of audiophiles, amateur pho- 
tographers and boating enthusiasts. 


CONCLUSION 


From what has been described, it is 
obvious that the marketing manager in 
applying marketing strategy must real- 
ize that he is dealing with two different 
kinds of operational procedures —- the 
physical distribution of goods and the 
psychological concepts and uses of per- 
suasion. This article has dealt with the 
latter, and it makes no difference whether 
the marketing plan employed is for 
manufacturing, wholesaling or retailing, 
as the basic principles of psychology are 
empirical and can be applied in every 
step of the persuasive process. 

Probably the most important areas of 
marketing strategy which incorporate 
these concepts are advertising, sales pro- 
motion and personal selling. No matter 
what the vehicle of the appeal and no 
matter how precise the market informa- 
tion, the persuasive value of any element 
of the marketing program can only be 
enhanced if the information is inter- 
preted in the light of the behavioral 
sciences. This should result in refined 
sales appeals with high impact which 
should bring about the optimum return 
for each marketing dollar expended. 


An Evaluation of Several Factors Which May Influence 


Consumer Acceptance of Canned Sterile Concentrated Milk 
by ROBERT F. THOMAS * 


Recent developments in milk processing 
have resulted in a fresh whole milk substi- 
tute, canned sterile concentrated milk. 
The new product tastes similar to milk 
and will cost less per quart equivalent. 
This article presents cost differences and 
estimates the potential market for the 
new product. 


|r is estimated that consumers in the 
United States spent over fifty billion dol- 
lars for food in 1958. A large propor- 
tion of this total was spent for fresh 
whole milk.1 In 1958 the per capita 
consumption of milk was 142 quarts.2 
This means that the 174 million per- 
sons’ in the United States consumed over 
24 billion quarts of fresh whole milk in 
1958. At an average price of 24.2 cents 
per quart,4 consumers spent approxi- 


mately $5.8 billion for fresh fluid milk or 


11.5 percent of the total spent for food 
in 1958. 


A new method of processing milk has 
recently been perfected, producing a 
canned sterile concentrated milk. This 
product when reconstituted by adding 
two parts water to one part concentrated 
milk has all the taste attributes of fresh 
whole milk. 


MOTIVATION FOR RESEARCH 
ON MILK SUBSTITUTES 


The motivation for the research which 
led to perfecting the method for process- 
ing canned sterile concentrated milk was 


*Robert F. Thomas is Market Analyst for the 
Sealtest Foods Division of National Dairy 
Products Corporation. This article sum- 
marizes the writer’s thesis, submitted in par- 
tial fulfillment of the requirements for his 
MBA degree in Marketing. 

1Sales Management, of Popu- 
lation,’” May 10, 1958, p. 196. 

2National Dairy Council, “How Americans 
Used Their Dairy Foods in 1957,’ Chicago, 
273. 

8Department of Commerce, Bureau of The 
“Population Estimates, July, 1958. 

U.S. Department of Labor, ‘Retail Food 

by Cities,” November, 1958, pp. 4, 6. 


the expense of producing and distributing 
milk. Present home delivery methods 
add approximately five cents per quart 
to the price consumers pay for milk. 
Store distribution of milk, particularly 
to small volume grocers, adds about five 
cents to the price consumers pay for a 
quart of milk. Distribution of canned 
sterile concentrated milk would probably 
be similar to the present distribution 
methods for evaporated milk. This would 
be much less costly than the present dis- 
tribution methods for fresh whole milk. 


Milk produced for fresh fluid use in 
the Midwestern areas of the United 
States costs milk distributors about nine 
cents per quart. Milk produced in the 
Eastern and Southern areas of the 
United States costs milk distributors 13 
cents per quart. Canned sterile concen- 
trated milk will undoubtedly be pro- 
cessed from milk produced in the Mid- 
west at approximately nine cents per 
quart. Shipping costs from the Midwest 
areas to any market within a thousand 
mile radius would add about one cent to 
the price of a quart of canned sterile 
concentrated milk. 


DEVELOPMENT OF FRESH 
MILK SUBSTITUTES 


Powdered Whole Milk. A powdered 
whole milk which has an indefinite shelf- 
life and which will reconstitute readily 
with cold water is in the development 
stage. The United States Department 
of Agriculture reports, “The product 
(Instant Whole Milk Powder) when 
freshly made, has good flavor and is com- 
pletely dispersible in cold water in a very 
short time. Some samples have shown 
quite good flavor after nine to ten weeks 
storage at room temperature. The shelf- 
life is a major problem. However, we 
are working intensively on improving it.” 
A. G. Mathis, agricultural economist for 
the United States Department of Agri- 
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culture has estimated the cost of an 
instant whole milk powder to the con- 
sumer would be slightly over 15 cents 
per quart of fresh milk equivalent.® 


Fresh Concentrated Milk. A fresh 
concentrated milk with a shelf-life of 
six weeks under normal home refrigera- 
tion temperatures has been developed by 
the University of Wisconsin. This product 
is presently being marketed on a limited 
scale in several areas of the United 
States and in the Caribbean. In South- 
ern Wisconsin it is being sold at 17.5 
cents per quart equivalent; in Cali- 
fornia, it is sold for 19 to 20 cents. This 
product has little real advantage over 
fresh whole milk since it must be kept 
refrigerated and the price advantage over 
locally produced fresh milk is not great. 


Canned Sterile Concentrated Milk. A 
canned sterile concentrated milk has 
been developed recently which may have 
a considerably greater impact on the 
market. Some details of a comparison 
follow. 


CANNED STERILE 
CONCENTRATED MILK 


Taste. Taste test results comparing 
a canned sterile concentrated and fresh 
whole milk which has been stored for two 
months at 70 degrees Fahrenheit are 
shown in Table 1. Bartlett summarizes 
the results of these tests by asking the 
question, “If nearly half the people tak- 
ing a taste test believe fresh milk is 
sterile and nearly a third of the people 
believe that sterile milk is fresh, is there 
any appreciable difference between the 
two products?” 


Use. Concentrated milk has some ad- 
vantages over fresh milk in that it can 
be used “as is” for coffee cream, on 


5Mathis, A. G., “The Probable Impact of 
Milk Concentrates on the Fluid Milk Market,” 
Marketing Research Report No. 208, U.S. De- 
partment of a Washington, D.C., 
(February, 1958), p 


TABLE 1 


Results of Taste Tests of Fresh Whole 
Milk and Sterile Concentrated Milk 


STERILE 
FRESH CONCENTRATED 
WHOLE MILK MILK 


No. Taking Percent No. Taking Percent 


Test of Total Test of Total 

Taste Test, September 5, 1957 

Right 55 57% 83 71% 

Wrong 42 43 25 23 

TOTAL 97 100 108 100 
Taste Test, November 1, 1957 

Right 104 51% 114 68% 

Wrong 98 49 54 32 

TOTAL 202 100 168 100 
Source: Bartlett, R. W., “How Soon Will 


Sterile Concentrated Milk be 
Commercially ?”, 
p. 12. 


Marketed 
University of Illinois, 1957, 


cereals and desserts, and for cooking and 
baking. Consumers who presently use 
half and half, a product composed of 
half light cream and half homogenized 
milk for coffee cream and other uses 
might find that canned sterile concen- 
trated milk offers an additional advan- 
tage. A pint of half and half presently 
costs 38 cents to home delivery cus- 
tomers in Philadelphia, Pennsylvania. 
An equivalent amount of canned sterile 
concentrated milk would cost approxi- 
mately 25 cents, a saving of 13 cents 
per pint. Both products would have 
about the same butterfat content (ten to 
12 percent). Reconstituted, it is used as 
a beverage and for other uses in the 
same manner as fresh whole milk. 


Distribution Channels. Canned sterile 
concentrated milk, because it is neither 
bulky nor perishable, will undoubtedly be 
distributed through grocery store chan- 
nels in much the same manner as evapor- 
ated milk is now distributed. There is 
another possible method of distribution 
of canned sterile concentrated milk which 
might appeal to present home delivery 
buyers of fresh milk, particularly those 
consumers who use more than the aver- 
age amounts of fresh milk. For example, 
households with three or more children 
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use an average of 19 quarts of fresh 
milk weekly. In concentrated milk, this 
would be the equivalent of about six 
quarts of fresh milk. To this group of 
consumers, canned sterile concentrate 
milk could possibly be delivered by the 
case on a once-a-week basis. Assuming 
a delivery cost of 50 cents per case, this 
would add only about two cents per quart 
to the price of concentrated milk. 


Storage. The average home delivery 
milk consumer in the United States in 
1957 bought ten quarts of milk per 
week. The average store milk buyer 
bought six quarts of milk per week.7 
Since most home delivery customers have 
milk delivered three or more times per 
week, this means that the average con- 
sumer must store at least three quarts 
of milk in the refrigerator at any one 
time. In the same space now occupied 
by three quarts of fresh milk, the con- 
sumer could store the equivalent of nine 
quarts of concentrated milk. This means 
that a week’s supply of concentrated milk 
could be stored in the refrigerator with- 
out using any additional storage space. 

For the average store milk buyer, two 
quarts of concentrated milk would con- 
stitute a week’s supply of milk. It seems 
certain that the average store milk buyer 
would have no problem finding refrig- 
erator space for a week’s supply of con- 
centrated milk. 


Price to Consumers. Estimates of the 
cost factors involved in processing and 
distributing canned sterile concentrate 
have been made using several different 
approaches. The University of Wiscon- 
sin has estimated the cost to consumer 
at about 18 cents per quart equivalent. 
The breakdown of costs, assuming a 
plant of 100,000 pounds daily capacity is 
shown in Table 2. 


6Milk Industry Foundation, “The Public 
Appraises the Fluid Milk Industry,’ Opinion 


Research Corporation, Princeton, New Jersey, 
1957, p. 87 


7TLoe. cit. 


TABLE 2 


Estimated Cost of Canned Sterile Milk 
Concentrate 
Madison, Wisconsin Area 


Cents 


Per Quart 

Equivalent 
Processing and local delivery ... 5.5 

Shipping, 1,000 mile radius, 

Add 15%, Grocers’ Margin ..... 2.3 

Source: J. S. Riekens, and L. C. Thomson, 


“Cost of Processing, Transporting and Dis- 
tributing Fresh or Sterile Concentrated 
Milk,” Research Bulletin gs 204, Univer- 
sity ‘of Wisconsin, pp. 15, 16, 17. 


A. G. Mathis used a different approach 
in estimating costs of canned sterile 
concentrated milk for the Washington, 
D.C. market and arrived at the figure of 
14.7 cents per quart to the consumer. 
(Table 3.) Mathis states that 14.7 cents 
per quart would be the price of canned 
sterile concentrated milk to consumers, 
assuming that all possible economies 
were made in the processing and distribu- 
ting of the concentrated product. 

Still another method of estimating 
costs was made by R. W. Bartlett who 
estimated the difference between evapor- 
ated milk costs and canned sterile con- 
centrated milk cost. (Table 4.) 


TABLE 3 


Estimated Savings, Canned Sterile Milk 
Concentrate Over Fresh Whole Milk, 
Washington, D.C. Area, 1959 


Per Quart 
Present store price ............ 22.0¢ 
Savings over present store price 
Processing and packaging 
Distribution costs 18 
TOTAL SAVINGS: 13 


Source: Mathis, A. G., op. cit., p. 16. 
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TABLE 4 


Estimated Costs of Canned Sterile Con- 
centrate Compared with Costs of 
Evaporated Milk 


Additional Cents 
Per Quart 
Equivalent 
Difference in cost of milk ..... 2.15¢ 
Additional Processing ........ 0.50 


One-third difference between 
gross distributor spread in 
1958 for whole milk (10.6 
cents) and evaporated milk 
(QP COMME) 0.23 

Additional transportation costs 0.65 


3.53 
Deduction for package cost 

NET DIFFERENCE ......... 2.53 


Source: Bartlett, R. W., “Concentrated Milk 
May Find Wide Market,” Illinois Research, 
University of Illinois Agriculture Experi- 
ment Station, (1959). 


Since evaporated milk costs 16.3 cents 
per quart equivalent in most U.S. areas, 
the estimated cost of canned sterile 
concentrated milk to consumers would 
be 18.8 cents per quart. 


Present Market 

Approximately 24 billion quarts of 
milk are sold annually to consumers at 
a cost of almost six billions of dollars. 
(See Tables 5 and 6.) If concentrated 
whole milk could be substituted for whole 
milk at present prices, savings of about 
seven cents, on the average, per quart 


TABLE 6 


Difference in Price Between Fresh Whole 
Milk and Canned Sterile Concentrated 
Milk, by Region of the U.S., 19551 


Cin cents) 
Estimated 
Price of 
Price of Fresh Concentrated 
Area of Whole Milk Milk1 Difference 
United States Per Quart Per Quart Per Quart 
Northeast ... 26.8 17.0 9.8 
North Central 22.1 17.0 5.1 
South 24.8 17.0 71.8 
23.7 17.0 6.7 


1See Tables 2, 3, 4. 


would result. Altogether this is a sav- 
ing of about $1.7 billion. 


Estimated Potential Sales 

To estimate the market for canned 
sterile concentrated milk, it was assumed 
that the greater the difference in its 
unit price compared with that for fresh 
whole milk, the greater would be the per- 
centage of consumers who would switch 
to the concentrated product. Compari- 
sons of reactions and tests led to use of 


a conservative estimate, 5.0 percent, of 


consumers switching to concentrate for 
each one cent savings over the cost of 
fluid whole milk. Given this, it is a 
simple matter to estimate consumption 
in any area. Tests suggesting a price 


TABLE 5 


Estimated Households and Purchases of Quarts of Fresh Whole Milk and Estimated 
Revenues at Average Prices, by Region of the U.S., 1955 


Average : Average Total 
Yearly Total rice Dollars 
Area of Estimated Quarts Quarts Per Spent 
United Number of Per Yearly Quart’ For 
States Households! Household? (000) (cents) Milk (000) 
Nortneagt 12,968,600 520 6,743,672 26.8 $1,807,304 
North Central ...... 15,339,500 572 8,808,514 22.1 1,946,682 
14,638,500 364 5,328,414 24.8 1,321,447 
8,270,600 416 3,440,569 23.7 815,414 
51,217,200 475 24,321,169 24.2 $5,890,847 
Source: 


1Sales Management, “Summary of Population,” May 10, 1959, p. 192. 
2“The Public Appraises the Fluid Milk Industry,” Opinion Research Corporation, Princeton, 


New Jersey, (1957), p. 87. 


Washington, D.C., (August, 1959), pp. 4, 6. 


3“Retail Food Prices by Cities,” U.S. Department of Labor, Bureau of Labor Statistics, 
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AN EVALUATION OF SEVERAL FACTORS WHICH MAY INFLUENCE 


TABLE 7 


Estimated Sales of Canned Sterile Concentrated Milk at 17 Cents Per Quart, 
by Region of the United States 


Estimated 
Percentage 
Switch to Estimated Sales 
Present Sales Concentrate (Quart Estimated 

of Fresh Milk at 17 cents Equivalent) Dollar Sales 
Area (000) per quart (000) (17¢ per Qt.) 
$ 6,743,672 49.0 $3,304,400 $ 561,748 
North Central ..... 8,808,514 25.5 2,246,171 381,849 
5,528,414 39.0 2,078,081 353,274 
3,440,569 33.5 1,152,590 195,940 
$24,321,169 36.1 $8,781,242 $1,492,811 


and reaction led to the example shown 
in Table 7. 


Supplies Available 

In 1958, the 12 North Central States 
produced 64.8 billion pounds of milk.® 
Converting this to quarts at 2.15 pounds 
per quart, the total production was 30.1 
billion quarts. From Table 5 it can be 
seer that 8.8 billion quarts are sold as 
fresh whole milk to consumers in the 
North Central area. This leaves a total 
of 21.3 billion quarts which are presently 
being utilized in the manufacture of 
cheese, butter, evaporated milk, ice cream 
and other manufactured dairy products. 
It is apparent that there is an ample 
supply of Midwestern milk which could 
be used to produce the estimated 8.8 bil- 
lion quart equivalent of canned sterile 
concentrated milk. 


Possible Regulations 


Since canned sterile concentrated milk 
may make serious inroads into the sales 
of fresh whole milk, it is probable that 
local dairy interests will attempt to ex- 
clude the product from their markets by 
means of local health regulations. On 
this score, Bartlett states, “It would 
appear improbable that the Supreme 
Court of the United States would con- 
done the use of sanitary ordinances as 
legal barriers to the interstate flow of a 
high-quality sterile concentrate any more 


8“Milk Production on Farms,” U.S. Denart- 
ment of Agriculture, Agriculture Marketing 
— Washington, D.C., (February, 1959), 
p. 6. 


than it condoned such barriers for the 
interstate flow of fresh milk.”® 

Mathis stated that where restrictions 
have caused unusually high Class I 
prices, attempts to restrict the entry of — 
outside concentrated milk would be ex- 
pected. However, the availability of low- 
priced concentrated milk would bring 
greater economic pressure against such 
restrictions, which would increase the 
chances of overcoming them.19 


CONCLUSIONS 

In evaluating the taste, use, distribu- 
tion, and storage factors, it appears that 
the advantages in switching to canned 
sterile concentrated milk may just about 
offset the disadvantages. Therefore, if 
consumers are to be motivated to change 
their present milk buying habits, some 
inducement must be offered. The induce- 
ment in this instance will probably be 
price reductions. 

Canned_ sterile concentrated milk 
should undersell fresh whole milk in most 
markets in the United States. In New 
York, New York, canned sterile concen- 
trated milk at 17 cents a quart could 
undersell fresh whole milk in stores by 
over ten cents per quart and home de- 
livered fresh whole milk by over 14 cents 
per quart. For a New York home de- 
livery customer who uses ten quarts of 
fresh milk each week, this would amount 
to a yearly saving of $72.80, a saving 
sufficient to motivate milk consumers to 

9Bartlett, R. W., “Concentrated Milk May 
Find Wide Market,” Wlinois Research, Uni- 
versity of Illinois Argriculture Experiment 


Station, 1959. 
10Mathis, A. G., op. cit.. p. 4. 
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shift to the use of canned sterile con- 
centrated milk. 


The two areas of the United States 
which will probably suffer the most from 
competition of canned sterile concen- 
trated milk are the Northeastern and the 
Southern states. In these areas the 
spread between fresh milk prices and 
canned sterile concentrated milk prices 
will be highest. In the Northeastern 
states the price spread will likely be 
approximately ten cents; in the Southern 
states, approximately eight cents. 


On the basis of some test analyses it. 


is estimated that for each one cent spread 
between fresh milk and canned sterile 
concentrated milk prices, five percent of 


the milk consumers would shift from 
fresh whole milk to canned sterile con- 
centrated milk. From this it appears 
likely that fresh milk distributors in the 
Northeastern and Southern states may 
lose from 40 percent to 50 percent or 
more of their market. 


Canned sterile concentrated milk is a 
product which should substantially re- 
duce milk distribution costs. Its intro- 
duction to the market will present a 
formidable challenge to fresh milk dis- 
tributors in many areas of the United 
States. If its price advantage over fresh 
whole milk can be maintained, it may 
revolutionize milk distribution methods. 


Corporate Refinancing and Reorganization 
by STANLEY F. CHAMBERLIN* 


This article summarizes the causes of 
corporate failures and briefly outlines 
the legal procedures which must be fol- 
lowed to effect a reorganization. 


A considerable search of the literature 
for explanations of business failures in- 
dicates a wide variety of causes. How- 
ever, when all the verbiage is analyzed, 
one can come only to the general 
conclusion that the cause is bad manage- 
ment. 


It may seem a rather harsh verdict, 
but as Arthur Stone Dewing said, 

“A science of business, if there be 
such a thing, is nothing more than a 
crude mixture of psychology and eco- 
nomics; and in the end, economics is 
merely psychology applied to man’s 
struggle to bend the material world 
to fit his own needs.” 


It is quite obvious that certain manifes- 
tations of man’s perseverance, his fore- 
sight, his intuition, his natural skill and 
his general intellectual power, all are 
part of the basic pattern that creates 
that attribute called management to 
which, in the last analysis, one must 
ascribe the credit for business success 
or the fault for failure. 


CAUSES OF 
BUSINESS FAILURE 


There are a number of causes of busi- 
ness failure. Among them are: 

1. Excessive competition, 

2. Unprofitable expansion, 

8. Changes in public taste and changes 
in demand for a product, 

4. Ill-considered distribution of profit, 

5. General economic collapse, the busi- 
ness cycle, 

6. Fraudulent acts of employees or of 
management, 


*Stanley F. Chamberlin is the retiring Pro- 
fessor of Finance of the School of Business 
and Public Administration. This article is 
a short summary of a recent oral presenta- 
tion of this subject by the writer. 

1A. S. Dewing, Financial Policy of Corpora- 
Ronald Press, N. Y., 1958, Vol. II, 
p. 


7. Acts of God, fires, earthquakes, 
tornados, and floods, 


8. Taxes and tariffs or unforeseen 
changes therein, 


9. Labor’s interest in immediate bene- 
fits to its membership, despite 
foreseeable effects on business, 


10. Gradual letdown in quality of 
goods or services or unwillingness 
to change, 


11. Improper pricing and _ excessive 
costs, which are not susceptible of 
correction, and 


12. Poor sales relations in the retail 
and wholesale field. 


Very rarely does any single cause, such 
as those noted above, bring about in- 
solvency; generally it results from a com- 
bination of two or three. New money 
may be raised to offset working capital 
declines. When there is no longer any 
opportunity to extend or renew current 
obligations, the corporation quits and its 
weaknesses are expressed. One writer 
says the usual confession is made in a 
few words, “The inadequacy of working 
capital,” which is the prominent cause, 
though one or more of the elements 
noted may have been the principal fac- 
tor involved. 

When the corporation finds itself in 
this position, i.e. ready to declare its 
failure, definite decisions must be made 
among its alternatives. Essentially the 
questions relate to how to salvage the 
company and the technique to be used. 
In this connection the term reorganiza- 
tion deserves some examination because 
the technical process is of great impor- 
tance to those involved, many of whom 
have much at stake. 


REORGANIZATION 


Dewing suggests that reorganization 
sometimes may be defined in terms of 
the conditions preceding or the extent of 
the changes that are necessary to bring 
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about a capital readjustment.2 At other 
times the term may be used to cover all 
comprehensive capital changes, including 
all those which would be the result of 
acquisitions, breakups, dismemberments, 
consolidations, or mergers.? 


Section 77 of Chapter 8 of the Bank- 
ruptcy Act says, “A. plan of reorganiza- 
tion, within the meaning of this section, 
shall include provisions modifying or 
altering the rights of creditors generally, 
or of any class of them, secured or un- 
secured, whether through the issuance 
of new securities of any character or 
otherwise.” 

The income tax laws define reorgani- 
zation by determining whether ownership 
changes. Obviously the purpose is to 
distinguish for tax purposes’ those 
changes which involve a capital gain to 
the holders of the securities. According 
to the tax laws, a reorganization may 
mean a merger of two or more corpora- 
tions, or the transfer of part of the assets 


2See Dewing, op. cit. p. 901 ff. P. D. 
Cravath in his volume entitled, Some 
Legal Phases of Corporate Financing, Re- 
organization, and Regulation says, ‘The 
term reorganization, as applied to corpora- 
tions, may somewhat loosely be defined as 
the rearrangement of the financial structure 
of an _ incorporated enterprise, rendered 
necessary by insolvency, or by the inability 
of the corporation to secure funds for its 
operations because of obstacles resulting 
from its financial structure. Corporate re- 
organizations, usually, though not always, 
are based on the foreclosure of mortgages 
or the enforcement of the rights of creditors 
in some form.” 

Edward Mead, a Wharton School pro- 
fessor says, “The reorganization of a bank- 
rupt corporation is a settlement of the 
claims of the different parties in interest 
on such a basis that the property can be 
released oy the court and again managed 
as a going concern.” Referring especially 
to railroads, W. Z. Ripley describes reor- 
ganizations as, “The financial readjustment 
of settlement necessary for the restoration 
of peace and order, generally through the 
re-establishment of the proper equilibrium 
between income and outgo.” Daggett 
says, “The term reorganization is used to 
denote the exchange of new securities for 
the principle of outstanding, unmatured, 
general mortgage bonds, or for at least 50 
per cent of the unmatured junior mortgages 
of any company, or for the whole of the 
capital stock.” 
3See F. F. Burtchett, Corporation Finance, 
p. 858 ff. W. A. Patton, with this type in 
mind, says, “A reorganization is a major 
change in the financial structure of a cor- 
poration or of a group of related corpora- 
tions.” Burtchett says, “The essence of 
reorganization consists in the manifest pur- 
poses of substantial changes in the financial 
structure, to improve materially the financial 
soundness of the firm.” 


from one corporation to another, as well 
as a major recapitalization within the 
same corporation, provided ownership re- 
mains the same. A reorganization may 
include the recapitalization of a corpora- 
tion involving the increase or decrease 
of stock or of debt liabilities and finally 
the reincorporation, even under the laws 
of a different state, provided the owner- 
ship remains unaltered. The crux of the 
income tax definition of reorganization 
is continuity of ownership.4 


In the earlier days of discussion, the 
term “reorganization” was sometimes 
used interchangeably with the word “ad- 
justment.” Finally in 1948, Section 20b 
of the Interstate Commerce Act was 
passed, labeled The Railroad Modifica- 
tion Act. In this act, the word modifica- 
tion took the place of reorganization or 
adjustment. The purpose, however, was 
the same, namely, to facilitate a reor- 
ganization with a minimum of internal 
friction and legal complications and with 
the least possible delay. 


Pre-depression Procedures 


Prior to 1938, the general practice was 
for a company to apply to the courts for 
an equity receivership; whereupon the 
court of equity, to which application 
might be made, would, under its legal 
power, appoint a receiver for the insol- 
vent corporation. The receiver would 
then take over the formal management 
of the corporation, until such time as the 
interested parties might organize them- 
selves and formulate a plan of operation 
and carry it into existence with court 
approval. 


The basic steps generally followed 
under the old (pre-1933) receivership 
plan may be summarized as follows: 


1. The appointment of a receiver to 
operate the company and to allow 
the proper machinery of organiza- 
tion to get under way. 

2. The organization of protective com- 
mittees to protect the interests of 
security holders. 

38. The appointment of reorganization 
committees to formulate the reor- 
ganization plan. 


4Dewing, op. cit., p. 1229. 
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4. The approval by the proper courts, 
and thereafter, the foreclosure sale 
to make the plan for reorganization 
effective.5 

Because of changing circumstances 

and heavy usage of the bankruptcy laws 
in the early 1930s, Congressional inquir- 
ies directed toward correcting some of 
the shortcomings in the law were or- 
ganized. Out of this came several pieces 
of legislation: (1) Section 77, aimed 
primarily at assisting in the reorganiza- 
tion of the railroads; (2) in 1934, Sec- 
tion 77b, designed to further the reor- 
ganization of corporations other than 
railroads, insurance companies, and 
banks. Further Congressional study re- 
sulted in a thorough overhauling of the 
entire Bankruptcy Law by the passage 
of the Chandler Act in 1938.6 


Early Changes in the Law 


Under Section 77b, later to become the 
substance of the Chandler Act, many im- 
portant amendments designed to modify 
some of the earlier reorganization prob- 
lems were written. One of the most im- 
portant gave the court power to bind all 
parties on a two-thirds majority basis, 
instead of allowing any and all dissent- 
ers to be heard and to register their 
complaints. When the court found a 
proposed plan to be as fair and just as 
possible and approved by two thirds of 
the bondholders or secured creditors, as 
well as a majority of stockholders, it 
could declare it binding on all parties. 


Under the old equity proceedings, 
numerous receivers might be needed be- 
cause of the fact that the court, having 


SHusband and Dockeray, Modern Corporation 

Finance. Irwin, Chicago, 1948. The fourth 
step was a technical sale; rather than a 
disposal of assets, whereby, under the super- 
vision of the court, the assets of the old 
company were transferred to the newly 
organized company. The security holders 
received securities in the new company for 
those of the old company on the basis that 
had been previously agreed upon. There are 
always some dissenters, however, and these 
would receive cash rather than securities. 
6That this was needed is evident when one 
considers bond defaults. The peak increased 
steadily from 1929, when 115 issues were 
in default for a total of $160,787,000; to 
1,069 issues in 1932, for a total of $2,609,972- 
000; or 862 issues in 1933, for a _ total 
$2,454,871,000. See Standard Statisties Cor- 
poration, Weekly Advisory Section, January 
6, 1934, p. 441. 


primary jurisdiction, might have none in 
other jurisdictions. Hence, additional re- 
ceivers, known as ancillary receivers, 
might be appointed. Section 77b put an 
end to this type of procedure. The court 
was not given power to work out a plan 
of reorganization, but it was given more 
authority to review all the plans, prac- 
tices, committee memberships, proxies, 
contracts, and any other phases of the 
reorganization proceedings. The wide- 
spread plague of the economic collapse 
and its accompanying avalanche of fail- 
ures had created plenty of company for 
those who were in financial misery. As 
one writer said, “The widespread charac- 
ter of failure in the depression years, 
(the 1930s), had done much to take away 
the sting and stigma of insolvency.’’7 
As a result, there was a greater freedom 
among debtors and creditors to willingly 
agree and even to submit plans of their 
own apart from those of the various 
protective committees. 

Chandler Act, 1938 

The intensive studies of the Securities 
and Exchange Commission, provided for 
under the Securities Act of 1934, was the 
platform of Chapter 10 of the Bank- 
ruptcy Act. Reorganization is essentially 
a process of financial surgery, and its 
purposes may be divided into two broad 
groups:8 

1. Basic or primary purposes 

a. To reduce fixed charges, and 

b. To reduce the total capitalization. 

2. Incidental or secondary purposes 

a. To simplify the capital structure, 

b. To eliminate restrictive and 
burdensome provisions in_ se- 
curity contracts, 

c. To wipe out certain troublesome 
current obligations, 

d. To raise additional capital, and 

e. To increase the efficiency of the 
corporate management. 

Section 77b, out of which grew Chap- 
ter 10, applies to business corporations. 
Chapter 11 was designed to consider the 
affairs of small corporations where their 
difficulties centered around clauses and 


7Husband and Dockeray, op. cit., p. 598. 
8Jome, Corporation Finance, Henry Holt and 
Co., New York, pp. 226 and 227. 
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covenants in outstanding securities which 
might be considered adjustments rather 
than reorganizations. Action in such 
cases is not unlike that of the equity 
reorganizations under earlier laws. The 
Supreme Court attempted to distinguish 
between the field covered by the two 
chapters of the Bankruptcy Act by 
saying: 

“Chapter 10, devised as a substitute 
for the equity receiverships, is es- 
pecially adapted to the reorganization 
of large corporations whose securities 
are held by the public. It sets up a 
special procedure for the protection of 
widely scattered security holders and 
the public through the intervention of 
the Commission, while Chapter 11 is 
peculiarly adapted to the speedy com- 
position of debts of small individuals 
and corporate businesses.”9 


The first step in a reorganization under 
Chapter 10, is filing a petition for reor- 
ganization. The petition may be volun- 
tary or involuntary. In the former case, 
it may be filed by the corporation itself, 
and must state that it is insolvent or 
unable to pay its debts as they mature. 
In the case of an involuntary petition, 
three or more creditors of the corpora- 
tion having claims in the aggregate of 
$5,000 or more or an indenture trustee 
may file.19 


The second step in the procedure, 
assuming the first is approved, is the ap- 
pointment of a trustee. Whenever the 
indebtedness of the corporation is 
$250,000 or more, it becomes mandatory 
for the court to appoint a disinterested 
trustee. If the claims are less, it then 
becomes a matter of judgment on the 
part of the court whether the debtor or 
an outsider may be appointed. Whoever 
he is, he then becomes the agent of the 
court and is responsible to the court, 
which directs his course of action in 
further study of the debtor’s affairs. 


9Securities Exchange Commission vs. The 
United States Realty and Improvement 
Company, 310, U.S. Reports 434, (1940). 
10The Bankruptcy Act states that an “in- 
denture trustee shall mean a trustee under 
a morgage, deed, or trust or indenture, 
pursuant to which there are securities out- 
standing, other than voting trust certificates, 
constituting claims against a debt or claims 
secured by a lien upon any of its property.” 
Bankruptey Act, Chapter 10, Article 2, 
Section 106, Number (8). 


It is apparent that the Securities and 
Exchange Commission plays an impor- 
tant part in the reorganization proceed- 
ings. It is mandatory to ask the counsel 
and advice of the Commission where the 
debts of the corporation exceed $3,000,- 
000. Where debts are less than that, it 
is optional on the part of the court.11 

The court then reviews the assembled 
plan, and submits to the creditors the 
conclusion, together with the recommen- 
dations of the Commission and the opin- 
ion of the court. At this point, if two- 
thirds of the creditors agree and 
stockholders assent in the same ratio, 
providing the debtor is not insolvent, the 
plan becomes effective.12 
FINANCING AND FINANCIAL 
PLANS IN REORGANIZATION 

If it is decided that there is hope for 
continued life after reorganization, the 
question always arises: where will the 
new money come from. During the 
period of court administration, income 
can be accumulated because of the cessa- 
tion of payments of debt service charges 
and principle payments. Some courts 
may also permit the issuance and sale of 
trustees’ or receivers’ certificates. 

The easiest way of raising new money 
is, of course, by direct loan from a lend- 
ing institution. This does not call on 
any creditors or stockholders to make any 
conscious sacrifice.13 When no mortgage 


11The reason the coursel and advice of the 
Commission are sought becomes quite ap- 
parent when one considers the avalanche 
of comparative data that is in the posses- 
sion of the Commission and the number of 
research analysts that are at its disposal. 
These specialized facilities are not avail- 
able to the courts. The impersonal attitude 
of the Commission and its complete objec- 
tivity also strengthen the hand of the court 
in dealing with the case. Also, it must be 
remembered that the plans do not originate 
with the Commission, and that it has no 
responsibiliy for them; they must come 
rather through the trustee, who, in turn, 
presents them to the court. 

12The minority creditors and_ stockholders 
can only insist upon their claims being 
sustained by inducing enough of the two- 
thirds to agree to their objections; other- 
wise, the plan would be binding. 

13It is extremely provocative when an assess- 
ment is levied upon the stockholder. A 
direct sacrifice in such a case is easily 
measured by the stockholder. On _ the 


other hand, few stockholders will raise ob- 
jection to the creation of new securities 
which are placed ahead of their stock, even 
though the actual reduction of their equity 
in the corporation may exceed that which 
would be entailed by an assessment. 
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exists, for example, it is quite possible 
that investment bankers might be found 
to float an issue of bonds, provided plans 
for capital readjustment can be effected. 
He may also require that large cash re- 
serves be set aside to strengthen the 
position of the bonds. Such a require- 
ment, however, should be followed by a 
close investigation of the earning power 
of the new company. The success of the 
bond issue lies in the new earning power 
of the company, not in the protection set 
up against the day of liquidation. 

When new money cannot be secured 
from the sale of certificates or prior lien 
bonds, stockholders may be encouraged 
to advance new money in return for a 
preferred stock. If preferred stock is al- 
ready outstanding, a new issue of prior 
preferred stock might be arranged for 
with the guarantee that no securities will 
be placed ahead of these. Stockholders 
will rarely contribute new money unless 
they are definitely faced with the loss 
of their entire investment. Thus, they 
must also be assured that bad manage- 
ment will be corrected. Oftentimes, the 
domination of the financial affairs of the 
company by the investment bankers 
brings just such reassurance to the minds 
of the stockholders.14 


One sharp difference between indus- 
trial corporations and rail and utility 
corporations, however, should be noted. 
The courts will not, except in unusual 
cases, allow the latter to be liquidated 
because of the public interest involved. 
There is no such hesitation relating to 
the sale of industrials. Thus, in the case 
of railroads and public utilities, the 
courts will not only allow but may re- 
quire new obligations to be placed ahead 
of the old first lien creditors in order 
that the operation of the unit be con- 
tinued for the benefit of the public. In 
the case of industrials, where the 
creditors so plan, unless basic equity in- 


144Only rarely will bondholders contribute 
new money in reorganization. However, 
it may be possible to arrange a plan that 
will provide for the lapse of interest, 
either current or accrued, to be funded in- 
to common stock, provided however, that 
the — outstanding is not already ex- 
cessive. 


terests are affected, the corporate assets 
may be used to liquidate the debt. There 
is no absolute rule that can be followed 
in raising new money. 


Two fundamental questions arise in 
any reorganization to which an answer 
is always sought. First, what is the 
amount of new securities that should 
logically be issued. Secondly, how are 
these securities going to be distributed 
among the old creditors of the bankrupt 
corporation. The answer to the first 
question is carefully spelled out in the 
1935 amendment to the Bankruptcy Act, 
where it recites: 

“The plan of reorganization shall 
provide for fixed charges in such an 
amount that, after due consideration 
of the probable prospective earnings 
of the property in the light of its earn- 
ing experience and all other relevant 
facts, there shall be adequate coverage 
of such fixed charges by the probable 
earnings for the payment thereof.’’15 
Both the Interstate Commerce Com- 

mission, in the case of railroads, and the 
Securities Exchange Commission, in the 
case of other organizations, have em- 
phasized the fact that valuation must be 
determined largely by the inherent earn- 
ing power of the corporation. The 
earning power of the corporation is a 
guide to what the new company can 
bear in fixed charges as well as to any 
added burden which it might be called 
upon to bear in periods of strain occur- 
ing during changes in the business cycle. 
It is apparent, then, that the starting 
point in any reorganization is the esti- 
mated earning power of the enterprise. 
From there, the court, the trustee, and 
the Commission can work backward 
through the maze of securities to de- 
termine what allocation of new securities 
can be made to old holders. Following 
1935, the general plan was to float a 
senior issue of securities instead of 
appealing to junior securityholders or 
assessing stockholders. The latter were 
often given warrants or options, permit- 
ting them to subscribe to new common 
stock. An underwriting syndicate may 


15Federal Bankruptcy Act, Section 77, Sub- 
section b. 
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be organized to sell and guarantee the 
payment of the subscriptions by the 
securityholders. On the other hand, it 
may find an outside market for the 
securities of the new corporation which 
serves the same purpose as a guarantee. 
Very often such syndicates have no con- 
nection with the reorganization plan, but 
are a large part of the money-raising 
project. The old securityholders may 
come in, but in reality, they are now in- 
dependent securityholders with prior 
liens and new claims to support their 
new position. 


Financial Summary — 
Industrial Reorganization 

When the plans of industrial reorgani- 
zations are summarized and grouped in 
some logical order, three general types 
emerge as the result of financial em- 
barrassment. 

Into the first classification are placed 
all those cases that have arisen out of 
those crises that are brought about by 
a heavy floating debt. At certain periods 
of time, and for many reasons, the banks 
or other lending institutions became re- 
luctant to lend any more money or to 
renew outstanding loans, thereby creat- 
ing an unconquerable current debt 
situation. In this circumstance a court 
petition can prevent creditors from at- 
taching assets and allow time to prepare 
a plan to solve the problem.16 

In the second type, reorganization fol- 
lows the inability of the debtor to meet 
fixed charges on outstanding securities. 
Here the hope is that through reorgani- 
zation the fixed charges will be brought 
into line with earnings by reducing 
and/or replacing the outstanding issues 
in reduced proportions. Ordinarily this 
type of problem is associated with rail- 
road and utility companies; industrial 
corporation businesses usually do not 
issue securities offering a fixed return. 

Generally in reorganization of this 
type, the effort is to reduce or eliminate 


16Where conditions of this type arise, it is 

not uncommon for the holders of the debt 
to take securities as partial repayment. 
Forced sales often result in substantial 
shrinkage, perhaps even a total loss of 
assets. In addition, forced sale eliminates 
a customer. 


funded debt entirely. To replace bonds, 
securities must be found which are 
acceptable to creditors. In such pro- 
grams, the bondholders, on an exchange 
of bonds for common stock, assume con- 
trol. In this circumstance, they must 
accept managerial responsibility and 
provide new capital, as well. The old 
bondholders may not wish this position 
and, as a consequence, they may be 
offered income bonds or preferred stock 
for their creditorship at a higher rate of 
interest to compensate for the reduced 
security of the new issue. Additional 
characteristics may appear, such as a 
cumulative feature to become operative 
at some future point, or the right to 
elect the majority of the board of direc- 
tors and thus control the company in the 
event of default of dividend payment for 
some period of time. Out of 20 cases 
selected at random between the years 
1938 and 1947, in eleven the control of 
the company eventually fell into the 
hands of the old bondholders or mercan- 
tile creditors.17 

A third type of reorganization involves 
a combination of the two types above. 
In either case, money must be forthcom- 
ing to continue operations during the 
period that the court assumes jurisdic- 
tion over the affairs of the company. 
It may come directly from borrowing, 
from willing and protected sources, or it 
may come indirectly from delayed main- 
tenance, or the postponement of ob- 
ligations. 

Arthur Stone Dewing, the Harvard 
professor, reported that, “the results of 
the study of 20 industrial reorganization 
plans developed in the late 1930s and 
in the 1940s are not different from the 
results derived from a study of the 
earlier plans. Of the 20 plans, 12 in- 
volved a complete elimination of the old 
common stock. Of the eight cases in 
which the common stock was allowed to 
participate in the reorganization, an 
assessment was demanded in a majority 
of the cases. Without exception, the 
senior securityholders or those who sup- 
plied new capital, assumed some measure 


17Dewing, op. cit., Volume 2, p. 1439. 
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of control over the reorganized corpora- 
tion. The nominal and actual control of 
the corporation by the old common stock- 
holders ceased. It became a reorganiza- 
tion in the administration of a new com- 
pany as well as a reorganization in the 
capital structure.”18 


RAILROAD REORGANIZATION 

The Chandler Act was passed July 28, 
1939, and expired July 31, 1940. The 
McLaughlin Act was passed in 1942, and 
expired in 1945. It was similar in scope 
to the Chandler Act. The essence of both 
was to permit railroads that were about 
to fail to adjust their capital structures. 
It is obvious that the aims and objectives 
of these acts center around the extension 
of maturing obligations and/or the re- 
duction of interest payments. Unlike the 
provision for industrial corporations, 
railroads could prepare plans of their 
own, which, if approved by 24 per cent 
of the roads’ creditors, could be sub- 
mitted to the Interstate Commerce Com- 
mission. 

The Interstate Commerce Commission 
review considered three issues: 

1. Whether the financial position is 
so serious as to require settlement 
under Section 77; 

2. Whether the plan proposed is in 
the best interests of the public; and 

8. Whether the plan is fair to all 
securityholders and financially ex- 
pedient. 

If the Commission, after due delibera- 
tion, approved the plans, then the rail- 
road could submit them to the security- 
holders. At this point, two-thirds of the 
creditors would have to agree to permit 
taking the matter to a court for settle- 
ment. All those directly or indirectly 
concerned would be invited to this hear- 
ing. If approved, the court would confirm 
the plan which would then become bind- 
ing upon the creditors and _ security- 
holders. 

Under these two acts, nine obligations 
of eight railroads were adjusted. In 
several instances, the maturity dates 
were extended; in others, the interest 


18Ibid, p. 1448. 


payments were reduced or were made 
contingent on earnings. In several cases, 
more than two-thirds of the current or 
unfunded debts were extended, and 
agreements on new terms of payment set 
up. In several cases, sinking funds were 
set up or increased to permit broader 
usage in the extinction of debts.19 


Rail-Industrial Reorganization Plans 
Compared. One of the major differences 
between the readjustments under the 
Chandler-McLaughlin Acts and the re- 
organizations under Section 77 of the 
Bankruptcy Act lies in the treatment of 
the capital structure. Under Section 77 
in 20 cases of reorganization in the 
1930s and the 1940s, there were 19 in- 
stances where the common stock was en- 
tirely eliminated. On the other hand, 
the procedures under the Chandler- 
McLaughlin Acts were intended to pre- 
serve the common and preferred stocks 
and to put additional burdens on the 
shoulders of the funded debt. Much 
criticism and discussion followed in the 
wake of these acts and, in an effort to 
effect some order in these discussions, 
the Congress in early 1948 passed a 
statute labeled Section 20b of the Inter- 
state Commerce Act. This was known 
as the Railroad Modification Act, or the 
Mahaffie Act. Under this act, applicable 
only to railroads, the reorganization pro- 
cedures were practically the same as 
under the previous laws. Basically, the 
railroads were given the right under their 
own initiative to propose modifications 
in their capital structures. However, it 
differed in that three-fourths as com- 
pared with two-thirds of the security- 
holders had to agree to the plan. 


DISSOLUTION 
AND LIQUIDATION 


When there is no possibility of resusci- 
tation in the corporate body, the only 
alternative is dissolution and liquidation. 
Dissolution does not necessarily mean the 
sale of the assets and the distribution of 
the proceeds. Technically, it means that 
the legal existence has ended as in 
merger and consolidation. Liquidation 


19¥bid, p. 1406. 
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means that the assets are sold and the 
cash or securities which might have been 
received, are distributed to creditors or 
stockholders. Unfair as this might seem, 
the regulatory commissions that control 
their operation and finances deem the 
public interest of most importance. The 
procedure that involves dissolution varies 
from one state to another, although it 
is generally uniform in its over-all 
context. It may be summarized as 
follows:2° 

1. The resolution to dissolve must be 
approved by the stockholders — 
usually by two-thirds. The plan 
generally originates through the 
board of directors of the company, 
however, whose knowledge of the 
affairs of the company in turn stem 
from internal reports of manage- 
ment. 

2. Once the resolution has been 
passed, the Secretary of the State 
must be notified of the intention of 
the owners of the company. 

3. Notices must be sent to all creditors 
of the intent and informing them 
that all claims should be presented 
to the company. 

4. At this point, liquidating trustees 
are requested to be appointed by 
the court. Their responsibility is, 
of course, to hold sufficient assets 
in trust for the creditors and any 
of the assets that might be left for 
the stockholders. The court may, 
at its discretion, appoint directors 
as trustees in this instance. 

5. The assets are not sold by the 
directors or trustees appointed by 
the courts for this purpose. 

6. As would be supposed, secured 
creditors would be paid first, out 
of the proceeds of the property that 
was set aside in the original agree- 
ments to protect such creditors, or 
the buyer may assume the debt. 
In the event that some of the 
secured debt is unpaid, that part 
then becomes part of the general 


20The steps presented here are taken in part 
from Harry Guthman and Herbert Dougall, 
Corporate Financial Policy, Prentice-Hall, 
New York, 1955, pp. 689-690. 


debt and takes a position with the 
general creditors whose claims are 
paid out of the sale of general 
assets. 

When it comes to the preferred and 
the common stock, their claims are 
treated according to the terms of the 
charter provisions. In the cases of vol- 
untary dissolution, preferred stock usu- 
ally receives par of a stated dollar value, 
and perhaps a premium which might be 
due to a call price or an accumulation of 
dividends. On the other hand, if there 
is no statement to the contrary in the 
charter, then both preferred and com- 
mon stockholders are treated alike. 

7. The next move is for the stock- 
holders to surrender their certifi- 
cates for cancellation. 

8. Articles of Dissolution, describing 
the satisfactory termination of the 
company are now filed with the 
Secretary of State, who, in turn, 
when approved, will issue a death 
certificate, or a certificate of disso- 
lution; and the company no longer 
exists. 

The general practice of establishing a 
certain priority of claims is set forth in 
the Bankruptcy Act itself. 

1. The actual and necessary costs of 
preserving and administering the 
estate. 

2. Unpaid wages, earned within three 
months prior to the filing of the 
petition in bankruptcy, with a limit 
of $600 for each claimant. 

3. Any taxes that are due the United 
States or any subdivision of it. 

4. Secured claims that are to be met 
from the proceeds of assets that 
are specifically pledged as security 
for these claims. 

5. General and unsecured claims which 
might include some unpaid claims 
from secured debts.21 

This outline does not purport to cover 
all possible claims that might arise, but 
it does give some insight into the order 
in which the debts of financially em- 
barrassed corporations are paid, or at 
least, are recognized by law. 
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Salesmanship and Sales Management Practices 
in Greater Philadelphia 
by CLAIR J. REILLY* 


This report is designed to provide in- 
formation both to the salesman and 
sales manager who work under condi- 
tions where prospecting, developing 
sales messages, and managing the sales 
force all are similar. Information about 
how these activities are handled by 
selected sales managers in Greater 
Philadelphia is reported in this brief 
article. 


PERSONAL selling, according to the 
definitions’ committee of the American 
Marketing Association, refers to the oral 
presentation of a sales message in a 
conversation with one or more pros- 
pective customers. In professional sell- 
ing it is necessary to gather information 
about the wants, needs, personal charac- 
teristics, and income of the prospect 
before making an oral presentation. 


The steps that precede the actual sales 
presentation, then, are prospecting and 
the pre-approach. Prospecting provides 
information that enables the salesman to 
qualify people as prospects. To qualify, 
an individual consumer should have a 
want or need, financial resources to sup- 
port it and be approachable. 


Once the potential consumer meets 
these requirements, the salesman should 
gather additional information about him, 
such as data about his hobbies, educa- 
tional background, family life, his or- 
ganization’s buying procedure, other in- 
fluential personalities, sales objections 
that are likely to be raised, and the like. 
The amount and type of information to 
be gathered, of course, depend both on 
the type of prospect and the type of 
product under consideration. After in- 
tegrating this information into his 
approach, the sales message can be pre- 
pared to prescribe a product or service 


*Clair James Reilly is a member of the Mar- 


keting faculty of the Temple University 
School of Business and Public Administra- 


tion. He is also a marketing consultant. 


for the prospect. The prospecting and 
pre-approach steps, thus, help the sales- 
man allocate and utilize his time on an 
efficient basis. 


To determine how these steps are ac- 
complished in fact, a survey of members 
of the Sales Managers Association of 
Greater Philadelphia was conducted by 
a marketing class during the 1958-59 
academic year. Sixty percent of the 
Association’s members, selected on a 
purposive basis, responded. Their an- 
swers reveal the thinking of these execu- 
tives. (See Table 1.) Because the 
sample was designed for class use, it was 
not stratified in accordance with scien- 
tific procedures but rather was selected 
on the basis of the writer’s judgment 
as to their representativeness. The 
responses, then, may not be termed rep- 
resentative except of the group inter- 
viewed. The questionnaire design was 
developed by the class and was based 
primarily on the subject matter covered 
in the course in Salesmanship and Sales 
Management. The information provided 
by these sales managers was designed to 
enhance the students’ understanding of 
their functions. 


PROSPECTING 


Calls on an endless chain of people 
who are suggested by friends and past 
customers is the most frequently used 
method of prospecting, according to 40 
percent of the respondents to the Phila- 
delphia survey. The second most popu- 
lar technique (30 percent) is to call on 
people about whom the salesmen have 
little or no information. By calling on 
as many people as possible, these sales- 
men hope that the “law of averages” will 
result in a number of sales orders. 
Another 20 percent said that different 
prospecting systems are used at different 
times — depending on the salesman and 
situation. 
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TABLE 1 
Summary of Responses to the Sales Management Survey, Spring, 1959 
Number 
answering Questions and Responses 
question 
42 (1. What prospecting systems do you use most frequently? 
1. Endless chain ........40% 2. Cold Canvass 30% 3. Direct mail 
4. Center of influence 10% 5. Telephone ........scccsseee 5% 
42 (2. wee buying motive of a customer is most frequently emphasized during the sales 
7. Pleasure 2% 
42 (3. What is the most frequent way of making the approach (to see and to listen) 
to the prospect? 
1. Personal call with- 2. by 12% 
4. Sales letter ............ National advertis- 
ing follow-up 1% 
41 (4. What is the most frequent way in which your product is demonstrated? 
1. Sales portfolio ...... 52% Research reports .... 20% 3. Pictures .... 
42 (5. What method is most frequently employed in presenting the sales proposit on? 
1. sales 2. Standard sales talk 15% 3. Check chart ........... 8% 
4. Free thinking ........ 8% 
41 6. (How are objections most frequently handled? 
1. Indirect denial ...... 46% 2. Compensation ........ 26% 3. Boomerang ...sccccseee 10% 
20% Pass 7% 6. Direct denial ............ 1% 
40 (7. What way of closing the sale is used most frequently? 
1. Summarize 2. Asking for an order 26% 3. oe affirma- 
4. Emotional close...... 4% 
42 (8. What part of salesmanship, in your opinion, can be improved? 
1. Verbal sales pre- 2. Pre-approach 10 3. Prospecting .... % 
sentation 80% 5. Opening ........... - 9% 6. Demonstration . % 
4. Objections 12% 
2% 
(9. What is the most fruitful source of finding new salesmen? 
1. College graduates..55% 2. Competitors ........008 10% 3. High school 
4. YMCA and clubs.... 7% 5. Want ad 2% 26% 
42 (10. Do you employ psychological tests in selecting salesmen? 
10% No...... 30% 
41 (11. How are new salesmen trained? 
1. On-the-job ..... preerteers 52% 2. Sales meetings at 3. Lectures and semi- 
4. Bulletins, promo- branch office .........0. 26% nars at training 
tion PrograMs 8% 5. Correspondence 1% 
3% 
41 (12. How are veteran salesmen informed? 
1. Sales meetings 15% 2. Company refresher 3. College courses ........ 8% 
41 (13. Does your organization have a refresher course policy for executives? 
42% INO... 58% 
If yes, how? 
1. Attend university..35% 2. Set sessions at 3. Seminar sessions at 
4. Executive meetings 10% OUNCE cccirtcncntacnien 35% office with instruc- 
on by noted 
20% 
42 (14. How do you set sales quotas of salesmen? 
1. Past performance 2. Past performance 3. Buying power in 
plus market of salesman. 22% 1% 
45% 


42 


41 


40 


41 


40 


4. Local conditions... 12% 
(15. How are salesmen compensated? 


1. Salary and com- 2. Salary, commission, 3. Straight salary ........ 15% 
45% 15% 6. Commission and 
4. Salary plus 5. Straight commis- drawing account .... 5% 
(16. What is the most important factor in running a sales egy! 
Spell out the rules 40% 2. with a pro- 11% 
10% Sports theme ........... 9% 


(17. What . the most important factor in conducting a sales meeting? 
‘oo open discus- 6% 2. Intensive planning.. 41% 3. “Order” orientation 9% 
4. Dramatic approach 4% 
(18. How are expense accounts formulated? 
1. Suggest limits ........ 3% 2. Honor system .......... 29% + Soe on sales 
4. Actual check ........... 8% 20% 
(19. Do you employ ame ee cost analysis? 
Yes...... 59% 
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PRESENTATION 


After gathering information about the 
prospect, the most frequent method of 
presenting the sales proposition cited is 
to follow the organized sales talk tech- 
nique, according to 69 percent of the 
respondents. Although the organized 
sales talk follows a fixed outline, it is 
more flexible and therefore, more adapta- 
ble to a sales situation than is the 
standardized or “canned” talk. (See 
Table 1.) 

During the sales interview, salesmen 
refer to the sales portfolio when demon- 
strating the product or service more fre- 
quently than any other means of demon- 
stration. The use of illustrations, graphs, 
testimonials, and other aids is reportedly 
important to 52 percent of the respond- 
ents. 


When objections are raised by pros- 
pects, they are most frequently handled 
by the indirect denial method. This 
“ves ... but” method is reportedly used 
by 46 percent of the salesmen covered 
in order to emphasize the many benefits 
that the prospect receives as a result 
of purchasing the product. According to 
information derived during the pre- 
approach, many salesmen can anticipate 
objections and are therefore prepared to 
give an effective answer. Information 
pertaining to buying motives of the pros- 
pect as derived in the pre-approach also 
can be an integral part of the oral sales 
presentation. Appeals based on economy, 
pride, and security are also important 
parts of the sales theme as presented to 
the prospects according to the Phila- 
delphia survey. (See Table 1.) 


CLOSING THE SALE 


When the time is appropriate for clos- 
ing the sale, 60 percent of the respondents 
indicate they employ the system known 
as “summarizing the benefits.” Other 
and different systems may also be used. 
Twenty-five percent of the respondents 
say, for example, that they simply ask 
for an order. 


MANAGING SALES 
ACTIVITIES 


The sales manager is the executive 
who plans, directs, and controls the ac- 
tivities of salesmen, according to the 
American Marketing Association. In- 
formation about selecting, training, com- 
pensating, forecasting and motivating 
can help the sales manager plan and 
supervise according to the competitive 
environment in which decisions are made. 
Judgment has to be exercised, of course, 
to adapt information to this environ- 
ment. 


Most sales managers feel that college 
graduates become productive salesmen 
after a training program. College seniors 
or recent college graduates provide the 
most fruitful source for finding new 
salesmen according to 55 percent of the 
respondents. On-the-job training is em- 
ployed by 52 percent of the respondents. 

Sales managers also feel it is necessary 
to inform veteran salesmen. The sales 
meeting is therefore used by 75 percent 
of the executives of manufacturing es- 
tablishments to inform and stimulate 
their salesmen. The way in which the 
sales meeting is conducted has a bearing 
on the effectiveness of the method by 
which information is presented. Forty- 
six percent of the respondents feel that 
a sales meeting is effective if an “open 
discussion” about sales situations is 
allowed. 


Also many organizations have training 
programs or refresher courses for execu- 
tives. Thirty-five percent of the res- 
pondents having such courses say that 
their executives will at some time attend 
a college that has an executive develop- 
ment program. 

In addition to the sales meeting and 
personal supervision, the use of sales 
quotas is another way of directing the 
efforts of salesmen. Each territory dif- 
fers in terms of sales potential. To be 


fair, sales managers generally use past 
performance plus their appraisal of 
market potential as a basis for setting 
This method, for 


up goals and quotas. 
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example, is reportedly followed by 45 
percent of the respondents. (See Table 
1.) 

The use of sound management tech- 
niques is an indicator of efficiency. 
Among such techniques is distribution 
cost analysis which identifies profitable 
or unprofitable products, customers and 
territories. Distribution cost analysis is 
employed by 59 percent of the respond- 
ents. 


Sales Efficiency 


It is very difficult to refer to any single 
factor as an indicator of efficiency. All 
of the management techniques have a 
relationship to efficiency. Moreover, stat- 
ing that the management of a company 
employs all of the techniques of ad- 
vanced management is not in itself a 
symbol of its efficiency. The qualitative 
aspects of how a technique is developed 
and interpreted by management are also 
important. Sales compensation plans, 
sales quotas and the sales contest are 
some of the techniques employed by sales 
managers in Greater Philadelphia to help 
motivate salesmen. Monetary rewards 


are not always enough to stimulate sales- 
men. Proper leadership and communica- 
tions are also important. 


Some of the 


important non-monetary stimulators are: 
the desire for recognition and honor, 
pride of job satisfaction, avoidance of 
fear and worry, and the desire to be 
needed.1 


Improvements in sales management 
can be made, according to respondents, 
by: (1) holding more sales clinics that 
deal with difficult sales situations, (2) 
having a more effective up-and-down the 
line communication system, (3) having 
more scientific management controls, and 
(4) promoting on the basis of merit. 
(See Table 1.) 


CONCLUDING OBSERVATIONS 


This report is a summary of the results 
of a class survey. Because of the per- 
tinence of the findings and because it 
provides information for decision-making 
which may be of use to sales managers, 
it is being presented for distribution in 
this form in the hope that it may pro- 
voke some discussion. When information 
which is applicable to planning is used, 
more effective allocation of the market- 
ing effort and distribution of goods and 
services is possible. 
1Burton, W. L. “There’s More to Motivating 


Salesmen than Money,” Sales Management, 
July 3, 1959. 
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Philadelphia Business Index 


The September 1950 issue of the Bul- 
letin presented a new index of general 
business conditions in the City of Phila- 
delphia. This series, prepared and since 
maintained by Robert T. Kline, was de- 
signed to reflect economic activity 
exclusively within the boundaries of the 
City of Philadelphia. It was originally 
based upon a combination of statistical 
data representing (1) industrial electric 
power sales; (2) indexes of employment 
and employee-hours; (3) department 
store sales!; (4) bank debits?; and (5) 
total construction. Because the method 
of reporting certain data is under re- 
vision by the originating agencies, the 
change in average weekly hours worked 
and the monthly change in total employ- 
ment in the Philadelphia metropolitan 
area, both prepared by the Department 
of Research of the Federal Reserve Bank 
of Philadelphia, have been substituted 
for (2) above. This is a temporary ex- 
pedient to maintain continuity of the 
index. The original data series will be 
restored after revision. 


The following table presents the index 
for the years 1939 through 1959, and by 
month from March, 1959.3 


1The revised index of Department Store 
Sales, published by the Federal Reserve 
Bank of Philadelphia, has been used in the 
composite index since October, 1951. Begin- 
ning September, 1957, the new seasonally 
adjusted Department Store Sales_ series 
(1947 = 100), published by the Philadelphia 
Federal Reserve Bank, has been used. See 
also footnote 4 to the Table following. 

2The revised Wholesale Price Index, all 
commodities, published by the BLS, is used 
beginning January, 1952 as a deflationary 
index for the Bank Debit Series. 

3Kline, Robert T., “A Measurement of 
General Business Conditions in the City of 
Philadelphia.” Economics and _ Business 


Bulletin, Temple University School of Busi- 
ness and Public Administration, Philadel- 
phia, Pa., September, 1950, pp. 33-40. 


Index of General Business Conditions, 
City of Philadelphia, 1947 = 100 


Year Index Month Index 
19389 713 1959 
1940 77 Mar. 132.2 
1941 96 

Apr. 136.5 
1942 99 

May 142.31 
1943 106 

June 142.0 
1944 106 

July 140.42 
1945 98 

Aug. 142.4 
1946 100 

Sept. 142.6 
1947 100 

Oct. 142.0 
1948 103 

Nov. 138.63 
1949 97 D 136.8 
1960 108 ec. 

1 111 

1952 111 1960 
1953 119 Jan. 138.64 
1954 119 Feb. 136.0 
1955 124 Mar. 134.7 
1956 128 Apr. 138.9p 
1957 130 May 139.0e 
1958 128 June 139.5e 
1959 138 


p = preliminary 


e = estimated. Based on currently pub- 
lished weekly indicators. 


1The large increase for May over April is 
primarily due to an increase in Commercial 
Power and Light Sales. In fact, this increase 
is further felt from June through September, 
in which latter month raw commercial pow- 
er and light saels reached an all-time high. 
The Edison Electric Institute attributes 
these new highs to increased use of air con- 
ditioning equipment because of unusually hot 
weather along with growth in demand. 


2The drop off in July is due to a severe 
decline in freight car loadings and construc- 
tion, apparently caused by the steel strike, 
which is also reflected in the data for the 
months from August to November. 


8The drop in November and December 1959 
is due primarily to the decline of two com- 
ponents in the series, Commercial Power 
Sales and Debits to Individual Accounts, 
after seasonal adjustment. Although textile 
production for the City is not a component 
part of the index, it may be noted that tex- 
tile producion declined greatly after seasonal 
adjustment, in November and December 1960. 
Freight car loadings increased to near highs 
for the year in these same months. 


4New indexes of seasonal variation have 
been computed and are being used (effective 
Jan., 1960) for Department Store Sales. 


